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CHECKLIST SUPPLEMENT FOR OIL AND GAS PRODUCERS AND ILLUSTRATIVE
FINANCIAL STATEMENTS

This checklist and the illustrative financial statements have been
developed by the staff of the Technical Information Division of the
AICPA as nonauthoritative technical practice aids. Readers should be
aware of the following:
o

This checklist addresses accounting disclosures and
auditing issues specific to oil and gas producing com
panies and includes references to relevant Securities
and Exchange Commission (SEC) Regulations, Statements of
Financial Accounting Standards, Statements on Auditing
Standards, and the Audit and Accounting Guide entitled,
Audits of Entities with Oil and Gas Producing Activities.

o

The reader should use this checklist in conjunction with
"Disclosure Checklists and Illustrative Financial
Statements for Corporations" for general coverage of all
disclosures and reporting issues.

o

The checklists and illustrative financial statements are
"tools" and in no way represent official positions or
pronouncements of the AICPA.

o

The checklists and illustrative financial statements
should be used by or under the supervision of persons
having adequate technical training and proficiency in the
application of generally accepted accounting principles
and generally accepted auditing standards.

o

The checklists and illustrative financial statements do
not represent minimum requirements and do not purport to
be all-inclusive. The referenced standards should be
reviewed if clarification is desired as to whether the
disclosures indicated are required or suggested and to
what extent each disclosure is relevant to the state
ments.

Users of these checklists and illustrative financial statements are
urged to refer directly to applicable authoritative pronouncements
when appropriate. If you have further questions, call the AICPA
Technical Hotline.
John Graves
Director
Technical Services
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INTRODUCTION

This checklist applies only to entities with oil and gas producing
activities. These activities generally encompass the search for and
acquisition of mineral interests in properties for the purpose of the
exploration, development and production of crude oil including
natural gas and natural gas liquids.
All oil and gas companies, both public and non-public, are required
pursuant to Financial Accounting Standards Board Statement (SFAS)
No. 69, "Disclosures About Oil and Gas Producing Activities" to
disclose in their financial statements the method of accounting for
costs incurred in oil and gas producing activities and the manner of
amortizing those costs that are capitalized.

The two accounting methods recognized by the Securities and Exchange
Commission (Refer to Regulation S-X Rule 4-10) are (1) the successful
efforts method (SFAS No. 19) and (2) the full cost method of
accounting. For non-public companies, the use of a method of
accounting other than recommended practice may have to be justified.
The principal difference between full cost accounting and successful
efforts accounting concerns the accounting treatment of those costs
that cannot be directly related to the discovery of specific oil and
gas reserves.

Primary Accounting Methods
1.

Successful Efforts Method
"Successful efforts" accounting essentially provides for
capitalizing only those costs directly related to proved
properties and subsequently amortizing those costs over the
life of the properties.

2.

Full Cost Method
"Full cost" accounting generally requires capitalizing all
costs incurred in exploring for, acquiring and developing oil
and gas reserves, regardless of whether or not the specific
properties are successful.

Supplementary Information
Oil and gas companies that are registered with the SEC and have sig
nificant oil and gas producing activities as defined in paragraph 8
of Statement of Financial Accounting Standards (SFAS) No. 69, are
required to present certain disclosures as supplementary information
when presenting a complete set of annual financial statements.
Supplementary information required by the FASB is subject to certain
limited procedures pursuant to Statement on Auditing Standards No. 52
(AU § 558) and Auditing Interpretation of AU Section 558 (AU §9558).
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The supplementary disclosures are not required for reporting on
interim periods (SFAS No. 69, par. 9).
In addition, SEC registrants should be aware of the non-financial
statement disclosures specified in Regulation S-K, Industry Guide 2:
Disclosure of Oil and Gas Operations.
Financial Accounting References
SFAS No. 19, "Financial Accounting and Reporting by Oil and Gas
Producing Companies."

SFAS No. 25, "Suspension of Certain Accounting Requirements for Oil
and Gas Producing Companies."
SFAS No. 69, "Disclosures about Oil and Gas Producing Activities."
Note:

SFAS No. 25 suspended the mandatory application of the success
ful efforts method of accounting as promulgated by SFAS No. 19
and the full cost method of accounting was adopted by the SEC
as an acceptable alternative for SEC registrants.

Securities and Exchange Commission
Financial Accounting and Reporting for Oil and Gas Producing
Activities Pursuant to the Federal Securities Laws and the Energy
Policy and Conservation Act of 1975
[Regulation S-X, Rule 4-10(a)-(j)]
Financial Reporting Release No. 9 (adoption of SFAS No. 69)
Securities Act and Exchange Act Industry Guide No. 2 (Regulation S-K)

AICPA

Audit and Accounting Guide - Audits of Entities with Oil and Gas
Producing Activities (1986)
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Explanation of References and Abbreviations

This checklist has been developed by the staff of the Technical
Information Division of the AICPA as a nonauthoritative practice aid,
and is to be used in conjunction with the "Disclosure Checklists for
Corporations."
Explanation of technical reference abbreviations:

SAS =

Statement on Auditing Standards

(AU) =

Reference to section number in volume 1 of
AICPA Professional Standards

SFAS =

Statement of Financial Accounting Standards

(AC) =

Reference to section number in
FASB Accounting Standards Current Text

APB =

Accounting Principles Board Opinion

FIN =

Statement of Financial Accounting Standards
Interpretation

S-K =

Securities and Exchange Commission Regulation S-K

S-X =

Securities and Exchange Commission Regulation S-X

SAB =

Securities and Exchange Commission Staff Accounting
Bulletin

AAG =

AICPA Audit and Accounting Guide, Audits of
Entities With Oil and Gas Producing Activities
(1986)

Auditors’ Reports Checklist for Oil and Gas Producing Companies
Note: This checklist is to be used in conjunction with pages 6
through 17 of the "Disclosure Checklists for Corporations."

A.

Auditors' Reports Checklist for Oil and Gas
Producing Companies
Note: SFAS No. 69, "Disclosures about Oil and Gas
Producing Activities," and SEC Regulation S-K
requires supplementary disclosures for publicly
traded entities that have significant oil and gas
producing activities. These disclosures may be
presented outside the financial statements as
supplementary information (Refer to AU §558.05 and
interpretation AU §9558).

9

Yes

1.
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Has the auditor's report on a publicly traded
enterprise been expanded to include an explana
tory paragraph regarding the supplementary in
formation in any of the following circumstances:

a)

Omission of supplementary information?
[SAS 52, (AU 558.08)]

b)

Supplementary information departs mate
rially from guidelines established by
SFAS No. 69, "Disclosures about Oil and
Gas Producing Activities?"
[SAS 52, (AU 558.08)]

c)

The auditor is unable to complete the
procedures prescribed by section AU 558
because of the lack of necessary infor
mation?
[SAS 52, (AU 558.08)]

d)

The auditor has unresolved doubts re
garding whether material modifications
should be made to the information for
it to conform with guidelines estab
lished by SFAS No. 69, "Disclosures
About Oil and Gas Producing Activities?"
[SAS 52, (AU 558.08)]

2.

If the auditor is unable to make additional
inquiries because of the nature of the esti
mates of oil and gas reserve information,
have these limitations been included in the
auditor's report?
[SAS 52 Interpretation, (AU 9558.06)]

3.

If an entity includes with the supplementary
information an indication that the auditor
performed procedures regarding the infor
mation, without also indicating that the audi
tor does not express an opinion on the
information presented, has the auditor's
report been expanded to include a disclaimer
of opinion on the supplementary information?
[SAS 52, (AU 558.09)]

4.

If management chooses not to place the
required supplementary information outside
the basic financial statements, is the infor
mation clearly marked as unaudited and if not
marked as unaudited does the auditor's
report include a disclaimer on the supple
mentary information?
[SAS 52 (AU 558.10)]

No

N/A

Financial Statements and Notes Checklist for Oil and Gas Producing
Companies
Note: For general disclosures refer to pages 28 through 46 of the
"Disclosure Checklists for Corporations."

A.

Disclosure of Significant Accounting Policies and
Accounting Changes
Yes

1.

2.

NO

N/A

For all oil and gas producing companies has
the method of accounting for the following
items been disclosed:

a)

Costs incurred in oil and gas producing
activities?

b)

The manner of disposing of capitalized
costs from oil and gas producing
activities?
[SFAS 69, par. 6; (AC Oi5.156)]

If accounting changes are made to adopt the
"full cost accounting method" promulgated
by the SEC:
a)

Is the nature of the change, justification
for the change, and the effect on income
disclosed in accordance with APB 20?
[SFAS 25, par. 4 and 5; APB 20, par. 17
(AC A06.113)]

b)

Does the accounting change provide for
the retroactive restatement of the finan
cial statements of prior periods?
[SFAS 25, par. 5 (AC Oi5.102)]

3.

For consolidating entities, is the same method
of accounting applied to all operations of
the reporting entity and the operations of
its subsidiaries?
[S-X Rule 4-10(i); SAB 40, Topic 12C.2.]

4.

For royalty trusts and master limited
partnerships, has the method used in deter
mining distributable income been disclosed in
the notes to financial statements being filed
with the SEC?
[SAB 40, Topic 12E]
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B.

Reporting Standards Applicable to All Oil and Gas
Companies

Yes
1.

Regarding certain transactions, sometimes
referred to as mineral property conveyances,
are funds advanced for exploration that are
repayable by offset against purchases of oil
and gas discovered or in cash if insufficient
oil or gas is produced by a specified date,
reported as a receivable by the lender and as
a payable by the operator?
[SFAS 19, pars. 42 and 43 (AC Oi5.133 and
.134)]

2.

Regarding certain transactions, commonly
referred to as production payments, are funds
advanced to an operator, that are repayable
in cash out of the proceeds from a specified
share of future production of a producing
property, reported as a borrowing?
[SFAS 19, par. 43 (AC Oi5.134)]

3.

Is comprehensive recognition of deferred
taxes followed in regard to intangible
drilling and development costs and other
costs incurred that enter into the determi
nation of taxable income and pretax accounting
income in different periods?
[SFAS 19, par. 61, SFAS 96, par. 205n, (AC
Oi5.140)]

4.

In applying comprehensive interperiod income
tax allocation, is the possibility that
statutory depletion in future periods will
reduce or eliminate the amount of income
taxes otherwise payable taken into account:

a)

Only to the extent of statutory depletion
that would result from generating reve
nues exactly equal to the amount of the
related assets (subject to statutory
depletion) as reported in the financial
statements?
and

b)

12

Subject to any limitations prescribed by
the tax law?
[SFAS 19, par. 62, SFAS 96, par. 205n,
(AC Oi5.141)]

No

N/A

Yes

C.

5

Is the tax benefit of any additional excess
of statutory depletion over cost depletion
recognized in the period in which the excess
is deducted for income tax purposes?
[SFAS 19, par. 62, SFAS 96, par. 205n,
(AC Oi5.141)]

6.

For an oil and gas producing entity not re
porting under the provisions of SFAS No. 19
and SFAS 69, in order to provide adequate
disclosure consistent with APB Opinion No.
12, par. 5, is the entity disclosing:
a)

the aggregate amount of capitalized costs
similar to one or more of the asset cate
gories (a) to (d) in paragraph 11 of SFAS
No. 19 (Section II.C.(1.) of this check
list) and also,

b)

the aggregate amount of the related accu
mulated depreciation, depletion, amorti
zation and valuation allowances as of the
end of each period for which financial
statements are presented?
[APB 12, par. 5, (AC D40.105)]

No

N/A

Reporting Under the Successful Efforts Method of
Accounting (SFAS No. 19)

1.

If the "successful efforts method" of account
ing for oil and gas producing activities is
employed, are the following costs capitalized
and reported in accordance with SFAS No. 19:

a)

Costs incurred to purchase, lease or other
wise acquire a property (whether proved or
unproved) including the costs of lease
bonuses, and options to purchase or lease
properties, the portion of costs applicable
to minerals, brokers' fees and legal costs
shall be capitalized when incurred?
[SFAS 19, par. 15, (AC Oi5.106)

b)

Costs of drilling exploratory wells and
the costs of drilling exploratory-type
stratigraphic test wells shall be capi
talized as part of the enterprise's
uncompleted wells, equipment, and facili
ties (if the well has found proved re
serves)?
[SFAS 19, pars. 19, 33 and 34,
(AC Oi5.110, .124 and .125)]

13

Yes

14

c)

Costs incurred to drill and equip devel
opment wells, development-type stra
tigraphic test wells, and service wells
are development costs and shall be capi
talized, whether the well is successful
or unsuccessful?
[SFAS 19, par. 22, (AC Oi5.113)]

d)

Costs of acquiring or constructing sup
port equipment and facilities used in oil
and gas producing activities shall be
capitalized?
[SFAS 19, par. 26, (AC Oi5.117)]

2.

Are the capitalized costs of unproved
properties which are significant, assessed
periodically in accordance with SFAS 19,
par. 28 and a loss recognized by providing a
valuation allowance if those properties are
impaired?
[SFAS 19, pars. 12 and 28, (AC Oi5.119)]

3.

Is the method of assessing and valuing
unproved properties (e.g., in the aggregate
or on an individual basis) disclosed in the
financial statements?
[SFAS 19, par. 28, (AC Oi5.119)]

4.

For a property whose impairment has been
assessed individually in accordance with
paragraph 28 of SFAS 19, has the net carrying
amount (acquisition cost minus valuation
allowance) been reclassified to proved prop
erties?
[SFAS 19, par. 29, (AC Oi5.120)]

5.

For properties amortized by providing a
valuation allowance on a group basis, has the
gross acquisition cost been reclassified?
[SFAS 19, par. 29, (AC Oi5.120)]

6.

Is the method of amortization, depreciation
or depletion which is to be applied to capi
talized acquisition costs and exploration
costs of proved properties, and capitalized
development costs disclosed in the financial
statements?
(i.e., unit-of-production method)
[SFAS 19, par. 30 and 35, (AC Oi5.121 and .126)]

No

N/A

Yes
7.

Are the revisions of unit-of-production amor
tization rates disclosed and accounted for
prospectively, as changes in accounting esti
mates?
[SFAS 19, pars. 30 and 35, (AC Oi5.121 and
.126)]

8.

Has information available after the end of the
period covered by the financial statements but
before the financial statements are issued
been taken into account regarding:
(a)
assessment of unproved properties and (b) the
determination of whether an exploratory well
or exploratory-type stratigraphic test well
had found proved reserves?
[SFAS 19, par. 39, (AC 0i5.130)]

9.

If an exploratory well or exploratory-type
stratigraphic test well is in progress at the
end of a period and the well is determined
not to have found proved reserves (before the
issuance of the financial statements), have
the costs incurred, net of any salvage value,
been charged to expense for that period?
(Restatement of prior financial statements is
not required)
[FIN 36, par. 2, (AC) Oi5.130)]

10.

Are mineral property conveyances and other
related transactions accounted for in accor
dance with SFAS No. 19, paragraphs 42 through
47, that is, a gain or loss shall not be
recognized at the time of conveyance for:
a)

No

N/A

a transfer of assets used in oil and gas
producing activities (including both
proved and unproved properties) in
exchange for other assets also used in
oil and gas producing activities
and

b)

a pooling of assets in a joint under
taking intended to find, develop, or
produce oil or gas from a particular
property or group of properties;
and

c)

a gain shall not be recognized at the
time of conveyance if part of an interest
15

Yes

owned is sold and substantial uncertainty
exists about recovery of the costs appli
cable to the retained interest
or
d)

11.

a part of an interest owned is sold and
the seller has a substantial obligation
for future performance, such as an obli
gation to drill a well or to operate the
property without proportional reimburse
ment for that portion of the drilling or
operating costs applicable to the
interest sold?
[SFAS 19, par. 45, (AC Oi5.135 -.136)]

If a conveyance is not one of the types
described in number (10) above, is a gain or
loss recognized unless there are other aspects
of the transaction that would prohibit such
recognition under GAAP?
[SFAS 19, par. 46, (Oi5.137)]
Note: Paragraph 47 of SFAS 19 describes
several types of conveyance transactions and
the accounting that would be applicable in
accordance with the provisions set forth in
questions (10) and (11) above.

D.

12.

Is the accounting treatment for oil and gas
leases held for resale and the accounting
treatment of leases transferred to affiliated
oil and gas partnerships adequately disclosed?
[SFAS 57, par. 1 (AC R36.101-.104) AAG pg. 62]

13.

Is the amount of interest capitalized on
expenditures of significant exploration and
development projects while activities are in
progress to bring the assets to their intended
use disclosed?
[SFAS 34, par. 21 (AC I67.118)]

Successful Efforts Method of Accounting (S-X
Rule 4-10(b))
The requirements set forth in SEC Regulation S-X
Rule 4-10 (b)-(h) are identical to the description
of and disclosures associated with the successful
efforts method of accounting, as set forth in SFAS
No. 19 and outlined in section II. C. of this
checklist.
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___

No

N/A

E.

Full Cost Method of Accounting [S-X Rule 4-10(i)]

1.

2.

3.

4.

If the "full cost method" of accounting is
employed for a publicly traded entity, have
country-by-country cost centers been
established and are the appropriate costs
being capitalized in accordance with S-X Rule
4-10(i)(2)?
[S-X Rule 4-10(i)(2)]
For each annual income statement, has the
total amount of amortization expense for
each cost center been disclosed?
[S-X Rule 4-10(i)(7)]

Have reporting entities that follow the full
cost method of accounting disclosed all the
supplementary information required by SFAS
No. 69, with each cost center considered as a
separate geographic area (reasonable
groupings may be made of cost centers that
are not significant in the aggregate)?
[S-X Rule 4-10(i)(7)]

Yes

No

___

_______

___

_______

___

_______

___

_______

N/A

Are the following disclosures being made of
those costs excluded from the amortization
computation:
a)

Are capitalized costs of unproved prop
erties and major development projects,
that are excluded from capitalized costs
being amortized in accordance with
paragraph (i)(3) of S-X Rule 4-10,
disclosed separately on the face of the
balance sheet?
[S-X Rule 4-10(i)(7)(ii)]

b)

Is a description of the current status
of the properties or projects involved,
including the anticipated timing of the
inclusion of the costs in the amortiza
tion computation, disclosed?
[S-X Rule 4-10(i)(7)(ii)]

c)

Are amortization computations made on a
consolidated basis including investees?
[S-X Rule 4-10(i)(3)(ii)(C)(v)]
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Yes

d)

Is a table presented in the notes to
the financial statements that shows,
by category of cost:

(1)

The total costs excluded from
amortization as of the end of the
most recent fiscal year?

and

(2)

The amounts of such excluded costs
incurred in each of the three most
recent fiscal years and in the aggre
gate for any earlier fiscal years
in which the costs were incurred?

Note: Categories of costs to be
disclosed include acquisition costs,
exploration costs, development costs and
capitalized interest.
[S-X Rule 4-10(i)(7)(ii)]
5.

For investments in unproved properties and
major development projects that are not being
currently depreciated, depleted, or amortized
and on which exploration or development activ
ities are in progress, are the interest
costs capitalized separately disclosed?
[FIN 33 (AC)I67.108) SFAS No. 34, par. 21)]

6.

For publicly traded entities, if unamor
tized costs capitalized within a cost
center, less related deferred income taxes,
exceed the cost center "ceiling" at year
end, has the excess been charged to expense
and separately disclosed during the period
in which the excess occurs?
[S-X Rule 4-10(i)(4)(ii)]
Note: The accounting for "mineral property
conveyances" and related transactions as
set forth under the successful efforts
method of accounting (Section II C.10-11 of
this checklist), applies to those entities
utilizing the full cost method of accounting
with certain exceptions outlined in S-X Rule
4-10(i)(6).

18

No

N/A

F

Interim Financial Statements of Publicly Traded
Entities
Yes

No

N/A

Although the supplementary reporting require
ments (refer to III) included in this check
list are not required for interim financial
statements, do interim financial reports in
clude information about a major discovery or
other favorable or adverse events that cause
a significant change from the information
presented in the most recent annual financial
report concerning oil and gas reserve
quantities?
[SFAS 69, par. 9 (AC Oi5.159)]
G.

Annual Reports of Publicly Traded Entities

For registrants with significant oil and gas
operations, are the additional disclosures
required by SEC Industry Guide 2 presented
in the annual report on Form 10-K?
[SEC (Regulation S-K) Industry Guide 2, Dis
closure of Oil and Gas Operations]

19

Supplementary Disclosures Checklist for Oil and Gas Producing
Companies [Publicly Traded Enterprises)(SFAS No. 69)(S-K
Item 302(b)]
Note 1: Publicly traded enterprises that have significant oil and
gas producing activities, as defined by SFAS No. 69, par. 8, are
required to include the information set forth in paragraphs 9-34
of SFAS No. 69 as supplementary information.

Note 2: Per S-K Item 302(b), SFAS No. 69 disclosures (a) required
as of the end of annual periods shall be presented as of the date
of each balance sheet required (b) required as of the beginning of
each annual period shall be presented as of the beginning of each
annual period an income statement is required and (c) disclosures
which relate to annual periods shall be presented for each period
for which an income statement is required. The checklist has
included these requirements.
A.

Reporting Requirements for Supplementary
Information - General

N/A

Yes

No

Disclosures of proved oil and gas reserve
quantities?
(Refer to sub-heading B.)

___

_______

Capitalized costs related to oil and gas
producing activities?
(Refer to sub-heading C.)

___

_______

Costs incurred for property acquisition,
exploration, and development activities?
(Refer to sub-heading D.)

___

_______

Results of operations for oil and gas
producing activities?
(Refer to sub-heading E.)

___

_______

The standardized measure of discounted
future net cash flows and the change
relating to the proved oil and gas
reserve quantities?
(Refer to sub-heading F.)
[SFAS 69. par. 7 (AC Oi5.157)]

___

_______

Have the following supplementary schedules
been included with the complete set of annual
financial statements, of an entity, with
significant oil and gas producing activities:
a)

b)

c)

d)

e)

20

B.

Disclosure of Proved Oil and Gas Reserve Quantities
Yes

1.

No

N/A

For each year a complete set of financial
statements is presented:
a)

Have net quantities of proved reserves
and proved developed reserves of crude
oil (including condensate and natural
gas liquids) and natural gas been dis
closed as of the beginning and the end
of each fiscal year for which an income
statement is required?

b)

Were the reserves related to owned
royalty interests included in those
net quantities?

c)

If the information relating to royalty
interests is unavailable, has that
fact and the enterprise's share of oil
and gas produced for those royalty
interests been disclosed for the year?
[SFAS 69, par. 10 (AC Oi5.160)]

2.

Have changes in the net quantity of proved
reserves been disclosed for each fiscal
year an income statement is presented?
[SFAS 69. par. 11 (AC Oi5.161)]

3.

Have changes resulting from the following
been disclosed separately, with an
appropriate explanation of significant
changes:
a)

Revisions of previous estimates?

b)

Improved recovery?

c)

Purchases of minerals in place?

d)

Extensions, discoveries, and other
additions?

e)

Production?

f)

Sales of minerals in place?
[SFAS 69, par. 11 (AC Oi5.161)]

21

Yes

22

4.

If all proved oil and gas reserves are
located entirely within the entity's home
country, has that fact been disclosed?
[SFAS 69, par. 12 (AC Oi5.162)]

5.

If some or all of an entity's reserves are
located in foreign countries, have disclo
sures of net quantities of oil and gas
reserves and the related changes in them
been disclosed separately for:
a)

The entity's home country (if signifi
cant reserves are located there)?

b)

Each foreign geographic area in which
significant reserves are located?
[SFAS 69, par. 12 (AC Oi5.162)]

6.

If the entity participates in the opera
tion of properties or otherwise serves as
the "producer" of oil and gas reserves
subject to purchase under long-term
supply, purchase, or similar contracts,
has the net quantity of oil or gas received
under such agreements during the year been
disclosed separately from the net quantities
disclosed in question 5 above?
[SFAS 69, par. 13 (AC Oi5.163)]

7.

If applicable, have the following been in
cluded in the reserve quantities disclosed:
a)

For entities issuing consolidated
financial statements, have 100 percent
of the net reserve quantities attribu
table to the parent and 100 percent of
the net reserve quantities attribu
table to the consolidated subsidiaries
been included?
[SFAS 69, par. 14(a) (AC Oi5.164(a))]

b)

If applicable, have significant
minority interests existing at the end
of the year and the approximate portion
of reserve quantities applicable to
such minority interests been disclosed?
[SFAS 69, par. 14(a) (AC Oi5.164(a))]

No

N/A

Yes

c)

For entities with proportionately con
solidated investments, has a propor
tionate share of the investee's net
oil and gas reserves been included in
reserve quantities?
[SFAS 69, par. 14 (b) (AC Oi5.164(B))]

d)

For entities with investments accounted
for by the equity method, has the re
porting entity's share of the investee's
net proved oil and gas reserves been
disclosed separately from the dis
closures of the enterprise's reserve
quantities as of the end of the year?
[SFAS 69, par. 14(c) (AC Oi5.164(c))]

8.

If significant, has the reserve quantity
information for natural gas liquids been
disclosed separately?
[SFAS 69, par. 10, (AC Oi5.160)]

9.

Have oil reserve quantities (including
condensate and natural gas liquids) been
reported in barrels?
[SFAS 69, par. 15, (AC Oi5.165)]

10.

Have gas reserve quantities been reported
in cubic feet?
[SFAS 69, par. 15 (AC Oi5.165)]

11.

Have explanations of economic factors or
significant uncertainties affecting com
ponents of proved reserves been disclosed?
[SFAS 69, par. 16 (AC Oi5.166)]

12.

If any government restricts the disclosure
of estimated reserves for properties under
its governmental authority, amounts under
long-term supply, purchase, or similar
agreements, or requires the disclosure of
reserves other than proved, have the
following disclosures been made:

a)

The applicable country?

b)

An indication that the disclosed
reserve estimates or amounts do not
include figures for the named country
or that reserve estimates include
reserves other than proved?
[SFAS 69, par. 17 (AC Oi5.167)]

No

N/A
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C.

24

Disclosure of Capitalized Costs Relating to Oil
and Gas Producing Activities

1.

Has the aggregate amount of capitalized
costs relating to oil and gas producing
activities and the aggregate amount of
the related accumulated depreciation,
depletion, amortization, and valuation
allowances been reported as of the end of
each period for which a balance sheet is
required?
[SFAS 69, par. 18 (AC Oi5.168)]

2.

If significant, has separate disclosure of
capitalized costs been presented for each
of the following asset categories:

N/A

Yes

No

___

___ ___

a)

Mineral interests in unproved properties and proved properties?

b)

Wells and related equipment and facil
ities including certain costs?

___

___ ___

c)

Support equipment and facilities?

___

_______

d)

Uncompleted wells, equipment, and
facilities?
[SFAS 69, par. 18 (AC Oi5.168);
SFAS 19, par. 11, (AC Oi5.103)]

3.

If significant, have capitalized costs of
unproved properties been separately
disclosed?
[SFAS 69, pars. 18-19 (AC Oi5.168-.169)]

4.

Have capitalized costs of support equip
ment and facilities been disclosed either
separately, or included, as appropriate,
with capitalized costs of proved and
unproved properties?
[SFAS 69, pars. 18-19 (AC Oi5.168-.169)]

5.

If the entity's financial statements
include investments that are accounted for
by the equity method, is the entity's
share of the investees' net capitalized
costs relating to oil and gas producing
activities as of the end of the year
disclosed separately?
[SFAS 69, par. 20 (AC Oi5.170)]

D.

Disclosure of Costs Incurred in Property
Acquisition, Exploration, and Development
Activities

1.

E.

Yes

No

N/A

Have the amounts of each of the following
costs, whether capitalized or expensed,
been disclosed for each year an income
statement is required:

a)

Property acquisition costs?

___

___ ___

b)

Exploration costs?

___

_______

c)

Development costs?
[SFAS 69, par. 21 (AC Oi5.171)]

2.

If significant, have costs incurred to
acquire mineral interests that have proved
reserves been disclosed separately from
the costs of acquiring unproved proper
ties?
[SFAS 69, par. 22 (AC Oi5.172)]

3.

If some or all of the costs listed in
question (1) above are incurred in foreign
countries, have the amounts been disclosed
separately for each geographic area for which
reserve quantities are shown?
[SFAS 69, par. 22 (AC Oi5.172)]

4.

If an enterprise’s financial statements
include investments accounted for by the
equity method, has the enterprise's share of
the investees' property acquisition,
exploration, and development costs in oil
and gas producing activities:
a)

Been separately disclosed for the year,
in the aggregate and

b)

For each geographic area for which
reserve quantities are disclosed?
[SFAS 69, par. 23 (AC Oi5.173)]

Disclosure of the Results of Operations

Note - If oil and gas producing activities repre
sent substantially all of the business activities
of the reporting enterprise and those oil and gas
activities are located substantially in one
25

geographic area, the information required by the
questions in this section (E) need not be dis
closed if that information is provided elsewhere
in the financial statements.
If oil and gas producing activities constitute a
business segment, as defined by SFAS 14, par. 19
(a) [AC S20.406], and the business segment activ
ities are located substantially in one geo
graphic area, the information required by the
questions in this section may be included with
the segment information disclosed elsewhere in
the financial report.
[SFAS 69, par. 24, fn 7]
Yes

1.

2.

3.
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Have the results of operations for oil and
gas producing activities been disclosed (net
of corporate overhead and interest costs) for
the year:

a)

In the aggregate?

b)

For each geographic area for which
reserve quantities are disclosed?
[SFAS 69, par. 24 (AC Oi5.174)]

Have the following been presented, in
relation to the results of operations of
oil and gas producing activities:

a)

Revenues?

b)

Production (lifting) costs?

c)

Exploration expenses (for entities
utilizing the successful efforts
method of accounting)?

d)

Depreciation, depletion, amortization,
and valuation provisions?

e)

Income tax expenses?
[SFAS 69, par. 24 (AC Oi5.174)]

Have sales to unaffiliated entities and
sales or transfers to the enterprise's
other operations been disclosed separately?
[SFAS 69, par. 25 (AC Oi5.175)]

NO

N/A

Yes

4.

5.

No

N/A

Total revenues disclosed shall include sales
to unaffiliated enterprises attributable to:
a)

Net working interests?

b)

Royalty interests?

c)

Oil payment interests?

d)

Net profits interests of the reporting
enterprise?
[SFAS 69, par. 25 (AC Oi5.175)]

Have sales and transfers to affiliated enti
ties and to other operations of the company
(refineries, chemical plants, etc.) been
disclosed and accounted for at either:

a)

Market prices, determined at the point of
delivery?

or
b)

Amounts estimated to represent prices
equivalent to those that could be
obtained in an arm’s-length transaction?
[SFAS 69, par. 25 (AC Oi5.175)]

6.

Have production and severance taxes been
included as part of production costs?
[SFAS 69, par. 25 (AC Oi5.175)]

7.

Are income tax expenses computed using
the statutory tax rate for the period
reflecting deductions, tax credits and
allowances relating to oil and gas producing
activities?
[SFAS 69, par. 26; SFAS 96, par. 205s (AC
Oi5.176)]

8.

Are general corporate overhead and interest
costs excluded from the computation of the
results of operations?
(Note: Certain operating overhead, as
distinct from general corporate overhead,
should not be excluded from the results of
operations calculation.)
[SFAS 69, par. 27 (AC Oi5.177)]
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Yes

9. Do the results of operations include amounts
related to an enterprise's interests in oil
and gas reserves subject to purchase under
long-term supply, purchase, or similar agree
ments in which the enterprise participates in
the operation of the properties?
[SFAS 69, par. 28 (AC Oi5.178)]
10.

F.

a)

Excluded from the enterprise's results of
operations from oil and gas producing
activities?

b)

Separately disclosed for the investor's
share of such results, in the aggregate
and by each geographic area for which
reserve quantities are disclosed?
[SFAS 69, par. 29 (AC Oi5.179)]
(See also B. 7(d) - Disclosure of Oil
and Gas Quantities)

Disclosure of Standardized Measure of Discounted
Future Net Cash Flows and Changes Therein Related
to Proved Oil and Gas Reserve Quantities

1.
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If the enterprise's financial statements
include investments accounted for by the
equity method, are the investees' results
of operations from oil and gas producing
activities:

Has a standardized measure of discounted
future net cash flows relating to an
enterprise's interests in the following
been disclosed as of year end for each
balance sheet requried:
a)

Proved oil and gas reserves?

b)

Oil and gas subject to purchase under
long-term supply, purchase, or similar
agreements and contracts in which the
enterprise participates in the opera
tion of the properties on which the oil
and gas is located or otherwise serves
as the producer of those reserves?
[SFAS 69, par. 30 (AC Oi5.180)]

No

N/A

Yes

2.

No

N/A

Has the following information been disclosed
in the aggregate and for each geographic area
for which reserve quantities are disclosed in
accordance with SFAS 69, par. 12 (Refer to
sub-heading B.5):
a)

Future cash inflows?

b)

Future development and production costs?

c)

Future income tax expenses?

d)

Future net cash flows?

e)

Discount?

f)

Standardized measure of discounted net
cash flows?
[SFAS 69, par. 30 (AC Oi5.180)]

3.

If a significant portion of the economic
interest in the consolidated standardized
measure of discounted future net cash flows
is attributable to a consolidated subsidiary
(or subsidiaries) in which there is signifi
cant minority interest, has that fact and
the approximate portion been disclosed?
[SFAS 69, par. 31 (AC Oi5.181)]

4.

Has the enterprise's share of an (equity
method) investee's standardized measure of
discounted future net cash flows been sepa
rately disclosed for the year:

a)

In the aggregate?

b)

By each geographic area for which quanti
ties are disclosed?
[SFAS 69, par. 32 (AC Oi5.182)]

5.

Has the aggregate change in the standardized
measure of discounted future net cash flows
been disclosed for the year?
[SFAS 69, par.. 33 (AC Oi5.183)]

6.

If any of the following sources of change
in the standardized measure of discounted
future net cash flows is individually sig
nificant, they shall be presented separately:
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Yes

a)

Net change in sales and transfer prices?

b)

Net change in production (lifting)
costs related to future production?

c)

Changes in estimated future development
costs?

d)

Sales and transfers of oil and gas pro
duced during the period?
Net change due to:

30

(1)

Extensions?

(2)

Discoveries?

(3)

Improved recovery?

(4)

Purchases and sales of minerals
in place?

(5)

Revisions in quantity estimates?

f)

Previously estimated development costs
incurred during the period?

g)

Accretion of discount?

h)

Net change in income taxes including
the change in future income tax expenses?
[SFAS 69, par. 33 (AC Oi5.183)]

7.

Have all changes in the standardized measure
of discounted future net cash flows
been reported pretax?
[SFAS 69, par. 33 (AC Oi5.183)]

8.

Any additional information necessary to pre
vent the disclosure of the standardized
measure of discounted future net cash flows,
and the related changes therein, from being
misleading shall be disclosed?
[SFAS 69, par. 34 (AC Oi5.184)]

G.

Disclosure of Current Cost Information (Voluntary)
Note: The following disclosures of current cost
information were required by SFAS 69, pars. 35-38.
SFAS 89 supersedes SFAS 69, pars. 35-38 and makes
the supplementary disclosure of the effect of
changing prices voluntary for financial reports
issued after December 2, 1986.
[SFAS 89]

Yes
1.

If the entity has significant holdings of in
ventory, and property, plant, and equipment,
apart from oil and gas producing activities
and other specialized assets, has supplemen
tary information been presented on the current
cost basis?
[SFAS 69, par. 35]

2.

When information is presented on a current
cost basis, has the enterprise disclosed the
measurement of:

a)

Oil and gas mineral resource assets and
related expenses at either historical
cost/constant dollar amounts or current
cost or lower recoverable amounts?

b)

Mining mineral resource assets and re
lated expenses at their current cost or
lower recoverable amounts?
[SFAS 69, par. 36]

c)

Property, plant and equipment at the
current cost or lower recoverable
amount of the assets' remaining service
potential at the measurement date?
[SFAS 69, par. 37]

d)

Depreciation, depletion and amortization
expense of property, plant and equipment
shall be measured on the basis of the
average current cost or lower recoverable
amount of the assets' service potential
during the period of use?
[SFAS 69, par. 38]

No

N/A
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Illustrative Financial Statements

The following consolidated financial statements and notes thereto, illustrate oil and gas disclosures and highlight finan
cial reporting differences between (1) the “successful efforts" method of accounting and
(2) the “full cost" method of accounting for a one year period. More or less detail should appear in the
financial statements or in the notes as appropriate under GAAP and SEC requirements. Comparative
financial statements are recommended under GAAP and required for SEC reporting.

XYZ OIL COMPANY
Consolidated Balance Sheet
December 31,19X8

($000)
Assets

Current assets
Cash
Receivables
Trade
Affiliated partnerships
Materials and supplies (a)
Oil and gas leases held for resale (b)
Total current assets

Oil and gas properties, using successful efforts/full cost accounting
Proved properties
Unproved properties
Wells and related equipment and facilities
Support equipment and facilities
Drilling in progress
Materials and supplies (a)
Properties being amortized
Properties not subject to amortization

Less accumulated depreciation, depletion, amortization,
and impairment
Net oil and gas properties

Other assets
Other property and equipment, less accumulated depreciation of $300
Oil and gas leases held for resale (b)
Other
Total other assets

Total Assets

(1)
Successful
Efforts

(2)
Full
Cost

$ 1,200

$ 1,200

3,000
1,500
500
800

3,000
1,500
500

7,000

6,200

9,500
6,000
4,000
1,000
4,000
500

40,800
9,500
25,000

50,300

4,800

10,700

20,200

39,600

700
1,500
600

700

2,800

1,300

$30,000

$47,100

600

(a) Tubular goods inventories, as well as inventories of other oil field materials and supplies, may be classified as current assets or as oil and gas proper
ties, depending on the intended use of the material.
(b) Oil and gas leases held for resale may be classified as current assets or as noncurrent assets.

Note: Extracted from the AICPA Audit and Accounting Guide—Audits of Entities with Oil and Gas Producing Activities.
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($000)

Liabilities and Shareholders' Equity

(1)
Successful
Efforts

Current liabilities
Current portion of long-term debt
Accounts payable
Trade
Revenue distribution
Drilling advances
Accrued expenses
Income taxes payable

$

700

(2)
Full
Cost

$

700

3,850
800
900
600
250

3,850
800
900
600
250

7,100

7,100

Long-term debt

7,700

7,700

Deferred income taxes

2,500

6,500

Shareholders' equity
Common stock, par value $1 per share; 10,000 shares authorized;
1,000 shares outstanding
Additional paid-in capital
Retained earnings

1,000
2,000
9,700

1,000
2,000
22,800

Total current liabilities

Total shareholders' equity
Total liabilities and shareholders' equity

12,700

25,800

$30,000

$47,100

The accompanying footnotes are an integral part of the consolidated financial statements.
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XYZ OIL COMPANY
Consolidated Statement of Income
For the Year Ended December 31,19X8

($000)

Revenues
Oil and gas sales
Management fees
Gain on sale of oil and gas leases
Gain on sale of oil and gas properties
Other

Total revenues
Expenses
Lease operating
Production and windfall profit tax
Exploration
Depreciation, depletion, and amortization
Interest
General and administrative

(1)
Successful
Efforts

(2)
Full
Cost

$14,000
100
400
2,000
400

$14,000

16,900

14,400

1,000
1,000
5,000
1,500
1,500
1,900

1,000
1,000

400

2,500(a)
1,700
1,900

11,900

8,100

Income before provision for income taxes

5,000

6,300

Provision for income taxes
Current
Deferred

1,300
450

1,300
1,050

Total income taxes

1,750

2,350

$ 3,250

$ 3,950

Total expenses

Net income

The accompanying footnotes are an integral part of the consolidated financial statements.

(a)
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If a write-down of oil and gas properties was recorded as a result of impairment or a capitalized cost ceiling limitation, the write-down may be
reported as a separate expense item or included with depreciation, depletion, and amortization expense and separately disclosed.

XYZ OIL COMPANY
Consolidated Statement of Stockholders’ Equity
For the Year Ended December 31,19X8

($000)

(1)
Successful
Efforts

(2)
Full
Cost

Retained Earnings, beginning of year
Net Income
Cash dividends on common stock

$ 6,500
3,250
(50)

$18,815
3,950
(35)

Retained Earnings, end of year

$ 9,700

$22,800

The accompanying footnotes are an integral part of the consolidated financial statements.
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XYZ OIL COMPANY
Consolidated Statement of Cash Flows (Direct Method)
For the Year Ended December 31,19X8
Increase (Decrease) in Cash and Cash Equivalents
(1)
Successful
Efforts

(2)
Full
Cost

$16,000
(10,550)
(700)
(1,150)
3,600

$15,900
(5,550)
(1,100)
(1,150)
8,100

Cash flows from investing activities:
Proceeds from sale of oil and gas properties
Purchase of oil and gas leases held for resale
Capital expenditures for property and equipment
Net cash used for investing activities

(5,600)
500
8,600
(3,500)

(6,600)

14,600
(8,000)

Cash flows from financing activities:
Dividends paid
Proceeds from additions to long-term debt
Payments to reduce long-term debt
Net cash provided by financing activities

(50)
4,300
(4,000)
250

(35)
4,300
(4,000)
265

($000)
Cash flows from operating activities:
Cash received
Cash paid to suppliers and employees
Interest paid (net of interest capitalized)
Income taxes paid
Net cash provided by operating activities

Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

350
800

365
800

$ 1,150

$ 1,165

RECONCILIATION OF NET INCOME TO NET CASH PROVIDED BY OPERATING ACTIVITIES:
Net income
$ 3,250
Adjustments to reconcile net income to net cash provided by
operating activities:
Depreciation, depletion, and amortization
1,500
Gain on sale of oil and gas properties
(2,000)
Deferred income taxes
450
Increase in receivables
(1,500)
Decrease in materials and supplies
150
Increase in oil and gas leases held for resale
(200)
Increase in current portion of long-term debt
200
Increase in accounts payable
1,250
Increase in drilling advances
200
Increase in accrued expenses
150
Increase in income taxes payable
150
Total adjustments

Net cash provided by operating activities
The accompanying footnotes are an integral part of the consolidated financial statements.
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$ 3,950

2,500

1,050
(1,500)
150
200
1,250
200
150
150

350

4,150

$ 3,600

$ 8,100

XYZ OIL COMPANY
Notes to Consolidated Financial Statements
1. Summary of Significant Accounting Policies
Principles of consolidation
The consolidated financial statements include the accounts of XYZ Oil Company, its wholly owned subsidiaries, and
its proportionate share of the assets, liabilities, revenues, and expenses of all affiliated oil and gas partnerships for
which the Company is the general partner. Intercompany accounts and transactions have been eliminated
in consolidation.
Materials and supplies

Materials and supplies inventories, consisting primarily of tubular goods and oil field materials, are stated at the
lower of cost or market, cost being determined by the average cost method.

Method of accounting for oil and gas properties
(1)Successful efforts method

The Company uses the successful efforts method of accounting for oil and gas producing activities, as set forth in the
Statement of Financial Accounting Standards No. 19, as amended. Costs to acquire mineral interests in oil and gas
properties, to drill and equip exploratory wells that find proved reserves, and to drill and equip development wells
are capitalized. Costs to drill exploratory wells that do not find proved reserves, geological and geophysical costs and
costs of carrying and retaining unproved properties are expensed as incurred.
Unproved oil and gas properties that are individually significant are periodically assessed for impairment of value,
and a loss is recognized at the time of impairment by providing a valuation allowance. Other unproved properties
are amortized based on the Company's experience of successful drilling and average holding period. Capitalized
costs of producing oil and gas properties, after considering estimated dismantlement and abandonment costs and
estimated salvage values, are depreciated and depleted by the unit-of-production method.(a) Support equipment
and other property and equipment are carried at cost and depreciated over their estimated useful lives.
On sale or retirement of a complete unit of a proved property, the cost and related accumulated depreciation, deple
tion, and amortization are eliminated from the property accounts, and the resultant gain or loss is recognized. On
retirement or sale of a partial unit of proved property, the cost is charged to accumulated depreciation, depletion, and
amortization with a resulting gain or loss recognized in income.

On sale of an entire interest in an unproved property for cash or cash equivalent, gain or loss on the sale is recog
nized, taking into consideration the amount of any recorded impairment if the property had been assessed
individually. If a partial interest in an unproved property is sold, the amount received is treated as a reduction
of the cost of the interest retained.
(2)Full cost method

The Company follows the full cost method of accounting for oil and gas properties. Accordingly, all costs
associated with acquisition, exploration, and development of oil and gas reserves, including directly related over
head costs, are capitalized.

(a) Some companies record the additional depreciation, depletion, and amortization (DD&A) allowance (resulting from inclusion of these
estimated costs in the DD&A calculation) as an accrued liability on the balance sheet, rather than as an increase in accumulated DD&A.
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All capitalized costs of oil and gas properties, including the estimated future costs to develop proved reserves,
are amortized on the unit-of-production method using estimates of proved reserves. (b) Investments in unproved
properties and major development projects are not amortized until proved reserves associated with the projects
can be determined or until impairment occurs. If the results of an assessment indicate that the properties are
impaired, the amount of the impairment is added to the capitalized costs to be amortized.

In addition, the capitalized costs are subject to a "ceiling test," which basically limits such costs to the aggregate
of the "estimated present value," discounted at a 10-percent interest rate of future net revenues from proved
reserves, based on current economic and operating conditions, plus the lower of cost or fair market value of
unproved properties.

Sales of proved and unproved properties are accounted for as adjustments of capitalized costs with no gain or
loss recognized, unless such adjustments would significantly alter the relationship between capitalized costs and
proved reserves of oil and gas, in which case the gain or loss is recognized in income. Abandonments of proper
ties are accounted for as adjustments of capitalized costs with no loss recognized.
Oil and gas leases held for resale
The Company has acquired certain oil and gas leases for the purpose of contributing the leases to affiliated oil
and gas partnerships or for the purpose of selling the leases to industry partners for cash consideration. Such
leases held for resale are periodically reviewed to determine if they have been impaired. If impairment exists, a
loss is recognized by providing an impairment allowance. Abandonments of oil and gas leases held for resale are
charged to expense. With respect to leases transferred to affiliated oil and gas partnerships, the determination of
recovery of total costs is made on a partnership-by-partnership basis.
Capitalized interest

(1)Successful efforts method
The Company capitalizes interest ($8000 in 19X8) on expenditures for significant exploration and development
projects while activities are in progress to bring the assets to their intended use.
(2)Full cost method

The Company capitalizes interest ($6000 in 19X8) on expenditures made in connection with exploration and
development projects that are not subject to current amortization. Interest is capitalized only for the period that
activities are in progress to bring these projects to their intended use.
Management fees
(1)Successful efforts method

In connection with the sponsorship of oil and gas partnerships, the Company receives a management fee of 3
percent from partnership subscriptions, which is credited to income as earned.
(2)Full cost method

In connection with the sponsorship of oil and gas partnerships, the Company receives a management fee of 3
percent from partnership subscriptions. Any excess of this management fee over the related costs of registration
and sale of the partnership interests is credited to oil and gas properties as a component of the full cost pool.

Change in presentation
In 19X8, the Company replaced the Consolidated Statement of Changes in Financial Position with a Consolidated
Statement of Cash Flows pursuant to Statement of Financial Accounting Standards No. 95, "Statement of Cash
Flows."
Cash equivalents

For purposes of the statement of cash flows, the Company considers all highly liquid debt instruments purchased
with a maturity of three months or less to be cash equivalents.
(b) It is also acceptable, if economic circumstances (related to the effects of regulated prices) indicate, to use units of revenue as a basis for com
puting amortization.
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Income taxes
Deferred income taxes are provided to reflect the tax effect of timing differences between financial and tax report
ing. These differences relate to different methods of accounting for intangible development costs, depreciation,
revenue on wells in progress, interest income and accrued oil and gas revenues and expenses.

2. Affiliated Oil and Gas Partnerships
The Company generally acquires, explores, and operates oil and gas properties for its own account; however,
since 19X0 the Company has sponsored the formation of limited partnerships for the purpose of conducting oil
and gas exploration, development, and production activities on certain oil and gas properties. The Company
serves as general partner for these partnerships and, as such, has full and exclusive discretion in the management
and control of the partnerships. The partnership agreements generally provide that the limited partners pay 99
percent of the cost of acquiring and operating the partnership properties, and of drilling, equipping, completing, and
operating the partnership properties while the Company pays the remaining 1 percent of such costs. Revenues
from partnership oil and gas properties are allocated 99 percent to the limited partners and 1 percent to the Com
pany, until such time as the limited partners have recovered their investment in the partnership. Thereafter, part
nership revenues are allocated 85 percent to the limited partners and 15 percent to the Company.
3. Sale of Interests in Oil and Gas Properties

(1)Successful efforts method
In 19X8, the Company completed the sale of the following oil and gas properties, which were not carried as oil
and gas leases held for resale.
In February 19X8, the Company sold its entire interest in the ABC field, a proved property, for $3 million. The
Company recorded a gain from this transaction of $2 million.

In July 19X8, the Company sold a partial interest in the DEF prospect, a block of unproved acreage, for $1.6 mil
lion. The Company's cost in the prospect totalled $2,000; however, since the Company anticipates incurring
$20,000 in exploration and development costs relating to the interest retained in the prospect, the Company has
deferred recognizing income on the sale.
In December 19X8, the Company sold a partial interest in the GHI prospect, a block of unproved acreage for
$1 million. The net book value of these properties totalled $1.5 million at the time of the sale.
(2)Full cost method

In 19X8, the Company completed the sale of the following oil and gas properties.
In February 19X8, the Company sold its entire interest in the ABC field, a proved property, for $3 million. Since
the sale of this property did not significantly alter the relationship between capitalized costs and oil and gas
reserves, the entire proceeds were credited to the full cost pool.
In July 19X8, the Company sold a partial interest in the DEF prospect, an unproved property, for $1.6 million,
which was credited to the full cost pool.
In December 19X8, the Company sold a partial interest in the GHI prospect, an unproved property, for $1 million,
which was credited to the full cost pool.
During 19X8, the Company sold several unproved leases for $1,000, which was credited to the full cost pool.
4. Oil and Gas Properties Not Subject to Amortization (Full cost method)
The Company is currently participating in oil and gas exploration and development activities on an offshore
block of acreage in the Gulf of Mexico. At December 31,19X8, a determination cannot be made about the extent
of additional oil reserves that should be classified as proved reserves as a result of this project. Consequently,
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the associated property costs and exploration costs have been excluded in computing amortization of the full cost
pool. The Company will begin to amortize these costs when the project is evaluated, which is currently estimated
to be 19X9. In addition, the cost of certain oil and gas leases which the Company has acquired for the purpose
of contributing to affiliated oil and gas partnerships or of selling to third parties has been excluded in computing
amortization of the full cost pool.

Costs excluded from amortization consist of the following at December 31, 19X8. ($000)
Year
Incurred

Acquisition
Costs

Exploration
Costs

Development
Costs

Capitalized
Interest

Total

19X7
19X8

$2,600
1,500

$ 500
3,200

$400
500

$200
600

$3,700
5,800

Total

$4,100

$3,700

$900

$800

$9,500

5. Long-Term Debt

At December 31, 19X8, long-term debt and production payments consist of the following items. ($000)

Revolving credit agreement
Production payment
Less current portion due in one year

$7,200
1,200

8,400
700
$7,700

Long-term debt

In 19X8, the Company renegotiated its $25,000 revolving credit agreement with a group of banks. Indebtedness
under the agreement bears interest at 3 percent above a bank's prime lending rate (12 percent at December 31,
19X8) and is repayable in quarterly installments of $3,500, beginning September 30, 19X9. This line of credit is
secured by certain producing oil and gas properties located in Texas and New Mexico. At December 31,19X8, the
unused available line of credit was $17,800.
In November 19X8, the Company received a production payment of $1,200 relating to certain oil and gas proper
ties in Utah that are presently shut in. The Company is obligated to repay this advance plus interest at the rate
of 15 percent per annum from 80 percent of the revenues received through oil and gas production from these
properties.
The Company's aggregate long-term debt and production payments are estimated to be repayable annually in the
following schedule.
19X9
19Y1
19Y2
19Y3
19Y4
Thereafter

$1,200(c)
1,800
1,700
1,600
1,400
700

6. Drilling Advances

During 19X8 the Company received drilling advances from joint interest owners with a remaining balance of
$90,000 at December 31,19X8. These advances will be applied toward the payment of drilling costs to be incurred
in 19X9.

(c)
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For guidance on the balance sheet classification of maturities of nonrecourse production payments, see ARB. No. 43, chapter 3A, paragraph 8.

7. Income Taxes
Deferred federal income tax provisions result from timing differences in the recognition of revenue and expense
for tax and financial reporting purposes. These differences relate to different methods of accounting for intangi
ble exploration and development costs, interest costs and accrued oil and gas revenues and expenses. The
sources of these differences and the tax effect of each for the year ended December 31,19X8, are calculated in the
following manner.

($000)
Exploration and development costs capitalized for
financial purposes, expensed for tax purposes
Exploration costs capitalized for tax purposes,
expensed for financial purposes
Interest capitalized for financial purposes, expensed
for tax purposes
Gain recognized on sales of oil and gas properties
for tax purposes, not reported as a gain for
financial purposes
Excess amortization of oil and gas properties for
financial purposes over tax purposes

Successful
Efforts Method

Full
Cost Method

$1,750

$ 3,250

(300)

300

400

(700)

(1,350)

(700)

(1,150)

$ 450

$ 1,050

The provision for income taxes differs from the federal statutory tax rate because of the following.

Successful
Efforts Method

Amount

%

Full
Cost Method

Amount

%

Provision based on the statutory rate
Capital gains rates for sale of interest in properties
Excess statutory depletion
Investment tax credits
Alternative minimum tax on tax preference depletion
State income tax
Others, net

$ XXX
(500)
(200)
(400)
300
150
100

34%
(X)
(X)
(X)
X
X
X

$ XXX
(500)
(200)
(400)
300
150
100

34%
(X)
(X)
(X)
X
X
X

Provision for income taxes

$1,750

25%

$2,350

24%

5. Commitments and Contingencies(d)

As general partner in certain oil and gas limited partnerships, the Company is contingently liable for the repay
ment of loans made to the partnerships. At December 31,19X8, the outstanding balance of these loans, which are
secured by the partnerships' oil and gas properties, is $50,000. The Company believes that the partnerships'
assets will be sufficient to satisfy these obligations without loss to the Company.
The Company is committed to purchase up to $10,000 in limited partnership interests of a certain oil and gas
limited partnership, if tendered by the limited partners. During 19X8 no such interests were tendered and no pur
chases were made.
Note: Extracted from AICPA Audit Guide—Audits of Entities with Oil and Gas Producing Activities.

(d) If the Company has any unusually significant commitments for exploration and development costs, those commitments should be
disclosed in the footnotes.
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Standard
Independent Auditor's Report
We have audited the accompanying consolidated balance sheet of XYZ Oil Company as of December 31, 19X8, and
the related consolidated statements of income, retained earnings, and cash flows for the year then ended. These
financial statements are the responsibility of the Company's management. Our responsibility is to express an opinion
on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide
a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated
financial position of XYZ Oil Company as of December 31, 19X8, and the consolidated results of its operations and
its cash flows for the year then ended in conformity with generally accepted accounting principles.
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XYZ OIL COMPANY
Supplementary Information
Regarding Oil and Gas Producing Activities
Year Ended December 31,19X8
Note 1: The following supplementary oil and gas information is provided in accordance with SFAS No. 69,
"Disclosures about Oil and Gas Producing Activities" as required for publicly traded enterprises with significant
oil and gas activities. The information required to be disclosed is the same regardless of whether the successful
efforts method or the full cost method of accounting is utilized. Reporting entities that follow the full cost method
of accounting shall disclose all of the information required, with each cost center considered as a separate geographic
area. Reasonable groupings may be made of cost centers that are not significant in the aggregate (S-X Rule 4-10(i)(7).
Note 2: These disclosures are presented assuming that XYZ Oil Company has operations in only one reportable
geographic area (or, cost center). If operations are conducted in two or more reportable geographic areas (or, cost
centers), the information in numbers 2, 3, 4 and 5 would be required to be reported in total and also by geographic
area (or, cost center) as follows:
United
Total
States
Canada
Europe
Other
$xxx
$xx
$xx
$xx
$xx

Note 3: If XYZ Oil Company had an investment in an enterprise that was accounted for on the equity method, the
Company's share of the investee's (1) net capitalized costs, (2) costs incurred, (3) results of operations for producing
activities, (4) reserve quantities, and (5) standardized measure of discounted future net cash flows would be
required to be disclosed in a separate line item.

1. Capitalized Costs Relating to Oil and Gas Producing Activities at December 31,19X8
Successful
Efforts

Full
Cost

Total

Total

$10,000
14,000
1,000
25,000

$16,300
33,000
1,000
50,300

Less accumulated depreciation, depletion,
amortization, and impairment allowances
Net capitalized costs

4,800
$20,200

10,700
$39,600

XYZ's share of equity method investee's net
capitalized costs

$XX

$XX

Unproved oil and gas properties
Proved oil and gas properties
Support equipment and facilities

Costs Incurred in Oil and Gas Producing Activities for the Year Ended December 31,19X8

Property acquisition costs
Proved
Unproved
Exploration costs
Development costs
XYZ's share of equity method investee's costs of
property acquisition, development and exploration

Successful
Efforts

Full
Cost

Total

Total

$

600
1,500
5,000
1,500
$XX

$

600
3,700
7,800
2,500

$XX
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3. Results of Operations for Oil and Gas Producing Activities for the Year Ended December 31,19X8
Successful
Efforts

Full
Cost

Total

Total

$14,000
2,000
400
(2,000)
(5,000)
(1,400)

$14,000

Oil and gas sales
Gain on sale of oil and gas properties
Gain on sale of oil and gas leases
Production costs
Exploration expenses
Depreciation, depletion, and amortization
Income tax expense

Results of operations for oil and gas producing
activities (excluding corporate overhead and
financing costs)
XYZ's share of equity method investee's results of
operations for producing activities

(2,000)
(2,400)

9,600
(3,820)

8,000
(2,880)

$ 5,120

$ 5,780

$XX

$XX

4. Reserve Quantity Information for the Year Ended December 31,19X8
The following estimates of proved and unproved developed reserve quantities and related standardized measure
of discounted net cash flow are estimates only, and do not purport to reflect realizable values or fair market values
of the Company's reserves. The Company emphasizes that reserve estimates are inherently imprecise and that
estimates of new discoveries are more imprecise than those of currently producing oil and gas properties.
Accordingly, these estimates are expected to change as future information becomes available. All of the Com
pany's reserves are located in the United States.

Proved reserves are estimated reserves of crude oil (including condensate and natural gas liquids) and natural
gas that geological and engineering data demonstrate with reasonable certainty to be recoverable in future years
from known reservoirs under existing economic and operating conditions. Proved developed reserves are those
expected to be recovered through existing wells, equipment, and operating methods.
Successful
Efforts

Total

PROVED DEVELOPED AND UNDEVELOPED RESERVES
Beginning of year
Revisions of previous estimates
Improved recovery
Purchases of minerals in place
Extensions and discoveries
Production
Sales of minerals in place
End of year

PROVED DEVELOPED RESERVES
Beginning of year
End of year
XYZ's proportional interest in reserves of investee's accounted for by
the equity method—end of year
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Oil

Gas

5,000
(100)
100
80
2,500
(325)
(375)
6,800

20,000
(2,000)

4,500
6,200

13,000
16,000

XX

XX

2,300
(1,400)
______
18,900

5. Standardized Measure of Discounted Future Net Cash Flows and Changes Therein Relating to
Proved Oil and Gas Reserves at December 31, 19X8

The standardized measure of discounted future net cash flows is computed by applying year-end prices of oil
and gas (with consideration of price changes only to the extent provided by contractual arrangements) to the esti
mated future production of proved oil and gas reserves, less estimated future expenditures (based on year-end
costs) to be incurred in developing and producing the proved reserves, less estimated future income tax expenses
(based on year-end statutory tax rates, with consideration of future tax rates already legislated) to be incurred on
pretax net cash flows less tax basis of the properties and available credits, and assuming continuation of existing
economic conditions. The estimated future net cash flows are then discounted using a rate of 10 percent a year
to reflect the estimated timing of the future cash flows.

STANDARDIZED MEASURE OF DISCOUNTED FUTURE
NET CASH FLOWS AT DECEMBER 31, 19X8

Successful
Efforts
Total

Future cash inflows
Future production costs
Future development costs
Future income tax expenses

$210,000
(40,000)
(10,000)
(70,000)

90,000
Future net cash flows
10% annual discount for estimated timing of
cash flows

Standardized measure of discounted future net cash
flows relating to proved oil and gas reserves
XYZ's share of equity method investee's standardized
measure of discounted future net cash flows

(12,000)
$ 78,000

$XX

The following reconciles the change in the standardized measure of discounted future net cash flows during
the year 19X8:

Beginning of year
Sales of oil and gas produced, net of production costs
Net changes in prices and production costs
Extensions, discoveries, and improved recovery, less related
costs
Development costs incurred during the year which
were previously estimated
Net change in estimated future development costs
Revisions of previous quantity estimates
Net change from purchases and sales of minerals in place
Accretion of discount
Net change in income taxes
Other

$ 66,000
(12,000)
(3,000)

End of year

$ 78,000

29,000
2,500
2,000
(4,000)
(5,500)
7,000
(3,000)
(1,000)
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TECHNICAL HOTLINE

The AICPA Technical Information Service answers
inquiries about specific audit or accounting problems.
Call Toll Free
(800) 223-4158 (Except New York)
(800) 522-5430 (New tork Only)

This service is free to AICPA members.
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